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indeed, be made. Let the conditions be such that the scale
given by the above tax formula assesses a £1000 income
to £200 of tax and a £1001 income to £200: 4s. Then, ex
hypothesi, the work done to produce the 1001st £ yields to
the taxpayer the same net satisfaction as it would do if there
were no tax. But, it may be argued, though this is so, the
taxpayer does not realise that it is so. All he realises is that,
by working less and cutting down his gross income to £1000,
he will save 4s. in taxation, and it is his opinion about the
facts, and not the facts themselves, which governs his conduct.
This objection, plausible as it is, has, however, an answer.
Though the taxpayer may not realise the truth explicitly, he
will realise it implicitly : for the fact that, if he refrains from
securing the 1001st £ of gross income, his net income will be
only £800 instead of £800 : 16s., will be just as patent to
him as the fact that he will pay 4s. less to the Exchequer.
Thus, let us start from a state of things in which the taxpayer
is producing an income of £1001 and paying a tax of £200 : 4s.
He reflects that, by cutting his income to £1000, he will get
off 4s. of tax, and reflects about nothing else. Let us suppose
that he does in fact, in consequence of this, cut his income to
£1000. When he has got there, he finds that the utility of his
last £ of income is more than it was before, because his income
is smaller : while the disutility of the last unit of work is less
than it was before, because he is doing less work. Therefore
he will again increase the amount of his work, and, in the
conditions here assumed, it will pay him to go on increasing
it till his gross income again becomes £1001. Any departure,
which, owing to a misconception of the facts, he may make
from an income of £1001, will be corrected in this way.1
What he thinks is happening may determine his first step,
1 It is thus immaterial what technical form is given to the tax scale.
A formula that announces a tax-rate of 5s. in the £ with abatement of £500
obviously raises the tax of a man, who increases his income from £1000 to
£1001, from £125 to £125 : 5s. The same effect is produced by a formula
which allows no abatement, but taxes £1000 at 2s. 64- and £1001 at 2s. Q&d.
Under the former plan a man with a £1001 income may well think — mis-
takenly, of course — that by contracting his income he will escape more
taxation than a similar man subject to the second plan would do, and, conse-
quently, as a first step, may contract his income more. But, if he does this,
the forces impelling brm to take a second step in the reverse direction will
be proportionately stronger; so that ultimately both men alike come to
rest in the same position.

